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SECTION I: INTRODUCTION 


Part One of "A STUDY OF PROFITABILITY FOR 16 
CANADIAN FOOD COMPANIES", covering the period from 
1967 to 1972, was tabled in the Legislature on 
ADI res Lora. 


Part Two continues the analysis of Part One 
through 1973. Of the original 16 companies only 12 
are fully analyzed in Part Two. The Steinberg's 
Limited Annual Report was not received in time to be 
included. Ogilvie Flour Mills Limited, Loblaw 
Companies Limited and General Bakeries Limited were, 
for varying reasons, not available for detailed 
analysis at the time this volume was prepared. More 
complete information on this subject is available 
in SeCeLony Viz 


Digitized by the Internet Archive 
in 2022 with funding trom 
University of Toronto 


https://archive.org/details/31/61114/703697 


SECTION II: REVIEW 


Background to this Study 


Over the period from 1967 to 1972, the annual 
compound rate of increase in food prices was approxi- 
mately 4 percent, about the same as the rate of 
increase in the consumer price index. 


In 1973, food prices rose 17 percent, compared to 
an increase of slightly more than 9 percent in the 
consumer price index. Food price increases were the 
most important contributor to the upward movement of 
the consumer price index last year, placing considerable 
strain on the food bu7tgets of most lower and middle 
income families. 


During 1973, food company profits climbed along 
with the cost of food. Several questions naturally 
arose: have rising food industry profits been a major 
contributor to this food price inflation? And even 
more fundamentally, have food companies taken advantage 
of price instability to make excessive profits? The 
answer to these questions should be found in the 
financial data of the food companies. The method is 
to establish what the level of profitability was in 
the period from 1967 to 1972 when prices were relatively 
stable, and compare these results with those of 1973. 


Part One of this Study analyzed the data for the 
base period from 1967 to 1972. Some early 1973 results 
were included where year-ends made this necessary. 

The conclusion of Part One was that food company profits 
in the base period were not excessive and were, in fact, 
declining over the period. 


To make a sound comparison between the base period 
and 1973, two difficulties must be overcome. First, 
increases in profits due to such things as lower 
corporate tax rates, real estate transactions, 
acquisitions or the operation of non-food subsidiaries 
should be separated from the profits due to food 
operations. In order to trace the relationship between 
rising food company profits and rising prices, the food 
operations and their profitability should be isolated. 


The second problem is to arrive at a definition 
of excessive profitability. Profitability in 1973 was 
considerably higher than in the base period, but was 
this an indication of a return to acceptable levels of 
earnings or an excessive profit? 


In Part Two, a multi-stage definition of 
profiteering is proposed and applied to selected food 
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companies' profit increases earned during 1973. The 
conclusions of Part Two are to be found on pages 16 - 18. 
of this: report. 


Review of Part One Findings 


The Part One findings released April 11, 1974, 
were: 


1. There is little evidence of excessive profits for 
the sixteen companies analyzed for the period 1967- 
1972. The rates of return for the food industry 
are generally lower than for industries comparable 
in terms of risk and size (for example, the 
beverage industry). 


2. The average profit margins and returns on net worth 
for the sixteen companies were lower in 1972 than 
in 1967 and lower than in other industries. 


3. Food industry operations contributed only a part 
of the increased profits reported by food companies. 
Acquisitions and decreases in effective tax rates 
contributed significantly to the average annual 
compounded growth rate in after-tax profits of 4.5 
percent for the sixteen companies. 
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SECTION III: METHODOLOGY AND DEFINITIONS 


The Scope of this Study 


This Study has relied primarily upon Annual Financial 
Reports released to the public under provincial dis- 
closure requirements. No attempt was made to conduct 
interviews with the companies to obtain additional 
information. 


The Part One analysis did not extend beyond the 
latest annual reports of each company available in late 
1973 when this Study began. Fiscal year ends ranged 
from October. 1972 .(.M. iehneider Ltda) to July, 1973 
(Steinberg's Limited). Therefore, the results in the 
main did not reflect the accelerated rate of price 
increases in the second, third and fourth quarters of 
TRS aE 


The Part Two analysis is not based upon the 16 
companies in Part One. Loblaw Companies Ltd. changed 
its year end in 1973 to be consistent with George Weston 
Ltd., making a detailed analysis difficult. Three 
companies - Ogilvie Flour Mills Ltd., General Bakeries 
Ltd., and Steinberg's Ltd. - were excluded from the 
Part Two sample because the Annual Reports were not 
available at the time the report was written. 


Many of the companies also do not provide separate 
results for non-food divisions and it is impossible 
to segregate these results from those of the parent. 


Many of the year ends do not conform to the calendar 
year. Yardsticks such as general industry price 
increases have been restated to cover the same period 
as the fiscal year for each individual company, but 
comparisons between companies remain difficult if year 
ends are not identical. 


MrueyProkits 


Non-recurring gains or losses (extraordinary items) 
are traditionally eliminated to obtain a smooth profit 
stream for analysis and comparison purposes. However, 
there are other changes that take place over time which 
radically affect profit growth and do not receive 
special annual report treatment. For example, a 
significant decrease in the effective tax rate for a 
corporation over a period of time will amplify the 
rate of growth of profits. As a result a misleading 
picture of actual growth is obtained. 
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following type of analysis was employed: 


In order to determine true or recurring growth the 


Assume that 


the income statements for the fiscal years 1968 and 
if/ sonore COmcany . oo. are Asif ol lows: 





Company "X"' 1968 
Sales S000 
Less: Cost of Sales fou 
Gross Profit Ss 250 
Less: Operating Expenses S 50 
Profit before Taxes Sey O76) 
Less: Taxes papas 48 
Net. Profit aft ° Taxes  whO0 


nae Yee 
ei lee 8) 8 
900 
$s 300 
S$ 55 
S 245 
o- aoU 
S$ 145 


Company "X" has experienced a 45 percent rise in profit 


over the period. 


To break down the profit growth into 


component parts it will be necessary to hold all other 
components constant (at 1968 rates) as each part is 
examined. 


a 


2) 


3) 


Increase in Sales 


1973 sales increase 

1968 ratio of profit before tax 
to sales 

1973 sales increase x 1968 ratio 

After tax 


Cost “or Sales Ratio 


1973 cost of sales 

1968 ratio, cost of sales to sales 

1973 sales x 1968 ratio 

Increase in profit due to decrease 
in cost of sales 


Operating Expense Ratio 


1973 operating expenses 

1968 ratio, operating expenses 
to sales 

1973 sales x 1968 ratio 

Increase in before tax profits 
due to decrease in operating 
expenses 
after tax 


$200 
20 percent 


$40 
320 


$900 
75 percent 
S200 x 75% = $900 


0 


$55 
5 percent 


$60 


$5 
$2.50 





4) Changes in Tax Rate 


1968 rate of tax 50 percent 
£966 race Or Vax "x F£O7s' "taxable 

macome: 507% x S245 Slee eo 
1968 tax paid $100.00 
Increase in after tax profits due 

to change in tax ratio Se22 150 
Total increase in after tax profits 

S20) + Sawitae S22 soul a. 450 


The increase in profits can be attributed to: 


perope "Tax Arter “Pax 
Sales growth $20.00 44.4% 
Decrease in operating 
expense ratio aso Sac 
Decrease in effective 
tax rate Pa eee 8) DO. 
Total $45 .00 100.0% 


The objective of this type of analysis is to isolate 
the components of growth. In the example above, 50 
percent of the profit increase can be attributed to 
true growth, while 50 percent is due to a non-recurring 
development (a decrease in the tax rate). With no 
reason to anticipate further decreases in the effective 
tax rate of the same magnitude as in the past, the true 
profit growth for Company "X" has been 224 percent and 
not 45 percent over the five year period. 


Growth Rates 


Throughout the Study, reference is made to annual 
compound rates of growth. This rate of growth may be 
illustrated in the following example: 


Net profit after tax (1968) $100,000 
Net profit after tax (1973) 200,000 


The annual compound rate of growth is determined by 
solving for R in the following equation: 


200, 000-= 41002000 {itRIS -..°9R = 15: percent 


If the simple average growth rate is used we could have 
a 100 percent increase spread over five years or 20 
percent a year. This is an incorrect rate since the 
base increases each year, i.e. 120 percent of 100,000 
= 120,000> 120 percent of 120,000 = 140,000, etc. 
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Growth rates can be misleading: 


For example: 

Assume that Company "X" earns $1000 in 1968 and $10,000 
1th 19757 

Assume that Company "Y" earns $100,000 in 1968 and 
5300, OG0) ani slO73 


1968 Lone Profit Annual Compound 

Prolsts Profits licreasces Rate or Growth 
Company 1 S20 1,000 S 10,000 $ 99,000 48% 
Conpany, SY. 100,000 300,000 200,000 25% 


With a very low starting base a growth rate can appear 
to be phenomenal in comparison to companies with more 
substantial earnings ‘>or sales, etc.) in the same base 
year. The level in cx1e base year must always be con- 
sidered when growth rates are compared. 
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Definitions 


Gross margin = Sales - Costs of Sales 
Sales 


Operating margin = Profit before depreciation, interest 
and taxes 
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Sales 
Pre-tax margin = Profit before taxes 
Sales 
Profit*margin = Profit after*tax before extraordinary 
items. 
Sales 
Return on invested capital = Profit before interest on 
long-term debt and before 
taxes 


Invested capital = Shareholders! equity plus long-term 
debt plus minority interest plus 
deferred taxes. 


Net worth = Shareholders' equity with adjustment to 
account for excess of market value over 
cost of securities, intangible assets, 
ecc: 
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SECTION IV: GENERAL ANALYSIS 


What "rs: Proriteermig? 


Two assumptions have been made in the attempt to 
define and isolate profiteering: 


Profiteering stems from a conscious and deliberate 
decision to take advantage of a period of scarcity or 
market confusion by changing pricing policies such as 
percentage mark-ups. Maintaining the same pricing 
policies in differing market conditions is not con- 
Sidered to be profiteering. 


Profiteering will be observable in that a 
profiteering company will have financial data substantially 
different from the industry as a whole. The assumption is 
that profiteering would take place on a company basis 
rather than industry-wide. The Ministry is not ina 
position to challenge this assumption; federal restraint- 
of-trade agencies would need to decide whether or not 
competitive practices are in force. 


To discover when a company is profiteering, the 
following questions need to be asked: 


a) Are sales rising faster than average industry 
selling prices? Let's suppose, for example, that a 
company is selling widgies. Sales for the company 
are up 30 percent while the price of widgies has 
climbed on the average about 25 percent during the 
same period. 


One of two things is happening here. Either the 
company is selling more widgies or it is raising 
the price of them faster than is generally true 
across the market: 


If the company is adding production or sales 

capacity through acquisition and thereby expanding 
the physical volume of business, a sales increase 
greater than general industry selling price increases 
is natural and to be expected. If prices appear to 
be going up faster than the industry average, the 
need for further analysis is indicated. 


If sales have increased less than industry selling 
price increases, profiteering is not at all 
probable. Among the 13 companies surveyed, 
Silverwood Industries Ltd., George Weston Ltd., The 
Oshawa Group Ltd., Dominion Dairies Ltd., Burns 
Foods, Ltd., Becker Milk Co. Ltd. and Loblaw 
Companies Ltd. appear to have increased prices the 
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same as, or less than, industry averages. Information 
on Canada Packers Ltd. indicates its food product 
lines also fall into this category. 


Are profits rising faster than sales? If sales 
increases are equal to or greater than profits (the 
profit margin is declining), no profiteering is 
indicated. Among the 13 companies surveyed in 1973, 
Burns Foods Ltd., Canada Safeway Ltd., The Oshawa 
Group Ltd., J.M. Schneider Ltd. and Loblaw Companies 
Ltd. belong to this category. 


Profits rising faster than sales is another sign 
that additional analysis is needed. 


What is the source of profit increases? Profits 
may increase more rapidly than sales but the main 
reason may be a decrease in depreciation and 
interest ratios, a lower tax rate or a decrease in 
the operating expense ratio rather than an increase 
in sales due to accelerated price increase. 
Separating out the percentage of profit increases 
due to sales increases again helps to refine the 
analysis and direct our attention more carefully 

to where profiteering may be taking place. 


Less than 50 percent of the 1973 profit increases 

of Dominion Dairies Ltd., George Weston Ltd., 

M. Loeb Ltd., Maple Leaf Mills Ltd., Dominion Stores 
Ltd., The Oshawa Group Ltd., Silverwood Industries 
Ltd. and Becker Milk Co. Ltd. were attributable to 
sales increases. 


Is return on net worth rising? If sales are rising 
faster than average industry selling prices and 
profits are rising faster than sales, the remaining 
consideration is the return on net worth. If the 
company is enjoying a sharply higher rate of return, 
there are four possible explanations: 


(i) The company is returning to acceptable levels 
of profitability after a period of decline. 


(ii) The company is in a cyclical industry where 
good years traditionally make up for poor 
ones. 


(iii) The company is seeking a higher rate of 
return necessary to make expansion worthwhile 
and to attract and compensate equity invest- 
ment. 


(iv) The company has been making a return on net 
worth high enough to satisfy its needs and 
additional increases represent strong 
evidence of profiteering. 
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Categories (i) and (ii) can be judged on the basis 
of historical data. Category (iii) should relate to 
proposed expansion programs or modernization which 
would have long term consumer benefit. Category (iv) 
would include companies which, on the basis of 
historical data and expansion plans, are making an 
excessive profit. 


Definition: Profiteering is therefore defined as a 
process in which sales increases are greater than price 
increases, profits are rising faster than sales, profit 
increases are derived mainly from sales increases and a 
higher return on net worth which cannot be justified by 
expansion® plans: or the need to’ make up: for poor past performance. 


Sales Compared to Profits 


The after tax prorits for 13 companies whose 1973 
results were available for analysis rose at an average 
annual compound rate of 7.6 percent from 1967 to 1973. 
These profits are usually needed to purchase assets 
necessary to expand or maintain business. It is there- 
fore reasonable to relate profit increases to increased 
requirements for capital expenditures to arrive at an 
estimation of net profit increases in real terms. Such 
an exercise is not unlike relating the value of 
currency in different years by comparing its purchasing 
power for a fixed quantity of goods. 


Setting 1967 at 100.0 the gross fixed capital 
formation price index would read 131.7 in 1973. 
Adjusting the annual compound growth rate using this 
index, profits for the 13 companies in real terms rose 
2.8 percent annually over the six year period. 


Sales over the same six years climbed at an annual 
compound rate of 9.8 percent. Adjusted for inflation 
in the Consumer Price Index, the real growth in sales 
was approximately 5.1 percent. 


Comparing sales and profits in real terms, sales 
increased faster than profits over the period. This 
result is incompatible with profiteering. A close 
relationship between profits and sales is to be 
expected when the same profit margins are applied to 
higher sales to achieve higher profits of the same 
magnitude. Under these circumstances, costs move up 
at the same rate as price increases to maintain a 
balanced relationship between sales and profits. 


In actual fact, sales in real terms have outpaced 
real profit growth for the six year period including 
1973, thereby indicating a general pattern of declining 
profit margins for the industry as a whole. The sharply 
higher profits for the industry in 1973 did not, 
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therefore, offset the general decline from 1967 to 1972 
and did not bring profits and sales increases into 
balance over the combined six year period, despite the 
fact that profits rose 45.9 percent in 1973 compared 
to a 25.3 percent increase in sales. 


Profits Can Be Misleading 


There is no absolute definition of profit. Changes 
in accounting procedures can make considerable difference 
in the profit figures. The way costs are currently 
accounted for at the first phase of an inflationary 
period has particular impact on profits and tends to 
overstate schem..., The “quality” and source..of, prof uts 
must therefore be analyzed before any charges of 
profiteering can be sustained. 


The fact that. profits dan.l9/3o increased: faster than 
sales is attributable to the following factors: 


(1) Sales Rising Faster than Operating Costs: This 
phenomenon is particularly prevalent during in- 
flationary periods when a higher dollar value of 
goods is handled but the number of physical units 
sold remains the same. Some of the companies 
studied were able to increase dollar sales volume 
without comparable increases in labour and other 
operating cost components. The same percentage 
mark-up applied to higher dollar volume without 
comparable increases in costs will accelerate 
profits faster than sales, without any change in 
policy or practices having been made by the company. 


(2) The Accounting Trap: Capital assets are listed in 
financial statements at cost. When purchased, 
these assets can be deducted from taxes (depreciated) 
over a period of time usually related to how long 
the asset will last, so that when it needs to be 
replaced, the original price has been completely 
deducted from income before tax. 


During periods of inflation, the depreciation, 

which is based upon original cost, is actually a 

much lower tax deduction than the amount required 

to replace the asset. Consequently, profits may 
appear large, but they are needed to replace assets 
at new higher prices. Depreciation based upon 
original rather than current value overstates profits. 


Interest payments on long-term debt are also related 
to original borrowing costs and tend to decline as 

a percentage of sales during periods of inflation. 
Once again, profits may be overstated because 
interest charges to be paid on new financing 
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necessary for asset replacement or capital expansion 
would be obtained at higher interest rates. 


(3) Decrease in Tax Rates: The federal government 
decreased its tax rates for some industries and 
accelerated depreciation for some machinery and 
equipment in 1972. Taking full advantage of 
these opportunities will increase profits, but the 
advantage may be short-term or non-recurring. An 
increase in profit of this kind does not come from 
increased prices or from operations generally and 
therefore should be discounted in an analysis of 
prices and profits. The higher profits resulting 
from a lower federal tax rate was intended to 
facilitate expansion and must be evaluated in these 


terms. 
(4) Inventory Profits: Part cf the profits came from 
inflated inventories. Raw materials and goods 


purchased when prices were low and sold later at 
higher prevailing prices yielded an additional 
proriv. “ "in a’ permed or rapidly rising prices, 
this system creates "inventory profits". These 
profits vanish when the lower priced inventories 
are replaced at higher prices. It is important 

to subtract these inventory profits to arrive ata 
more realistic profit picture. 


It should also be noted that a decline in prices 

has occurred for some commodities during 1974. 

This decline may itself offset1973 inventory profits 
with inventory losses for some of the companies 
surveyed. A year end profit picture can be 
misleading if the year end coincides with a peak 

in commodity price movements. 


(5) Year Ends Can Distort: Different year ends may 
Significantly affect profits. Therefore, when 
comparing the financial results of two or more 
companies, several years should be considered so 
as to reduce the impact of seasonal swings in 
commodity prices. 


Return to Shareholders 

Only four of the 13 public companies surveyed had 
greater compound rates of return on common shares in 
1973 than in the five year period from December 1968 
to December 1973. The four companies with an upward 
trend in 1973 were Canada Packers Ltd., General 
Bakeries Ltd., Maple Leaf Mills, Ltd. and George 
Weston Ltd. 


The average annual compound rate of return on 
common shares for the 13 companies in the five year 
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period ending December 1973 was -1.9 percent, the 
negative figure indicating a net overall annual loss to 
shareholders. Compared to government bonds, guaranteed 
investment certificates, preferred shares and mortgages, 
all of which have lower risk, the common shares of food 
industry companies were singularly unattractive. The 
Toronto Stock Exchange Index also outperformed the 
aggregate for the food companies. 


The conclusion to be drawn from this data is that 
prospective investors have not believed abnormally high 
or even adequate return can be made from food company 
common stock investments. Existing shareholders are 
not, as a whole, adequately compensated. This fact 
will no doubt have an adverse impact on the industry's 
ability to attract the equity capital necessary to 
expand or maintain capacity, which in turn could 
contribute to higher consumer prices in the long term. 


The following table outlines the comparison between 
rates of return for food company common shares and other 
measures of return on investment. 


RATES OF RETURN ON COMMON SHARES IN THE FOOD INDUSTRY 
WITH COMPARISONS WITH OTHER SECURITIES 


Annual Se eal ey cig 


Rate of Return Rate of Return 


Company Dec/68 - Dec/73 Dec/72. - Dec/73 
Canada Packers Ltd. 7.4 %&% We eed 96 
Burns Foods Ltd. 206 (19.4) 
Becker Milk Company Ltd. (25°73) ‘Giger gy) 
Dominion Dairies Ltd. 22 ais Ly) 
Silverwood Industries Ltd. ( 8.9) (14.4) 
Steinberg's Limited 7 30 (34.2) 
Dominion Stores Limited ‘ue @) ( °G:.'5") 
Loblaw Companies Limited ( 22.) ( 8.4) 
M. Loeb Limited (alo as) (26.1) 
Oshawa Group Ltd. (20%. 21 ) (33-39)) 
General Bakeries Ltd. C07..0) eG) 
Maple Leaf Mills Ltd. See Lee 
George Weston Ltd. A nah eyo 
Average (Simple) (2) (7) 1.2.) 
(weighted) (3) aoe) cay) 
Toronto Stock Exchange Index (4) 6.4 pie 
Average yield: 1968-1973 1973 
Government Bonds (Canada) dia ee 1Aan% 
Guaranteed Investment Certificates ers: say, 
Preferred Shares 6.5 Ss 7 
Mortgages (Conventional) 10.0 o.9 
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Geometric Mean Return adjusted for dividends. 

For example, ifva stoek,selis (for $2 \atithestend of year +, 
°2 at the .end.ofsyear ++1, and $5 at the end of year +42, 
and pays a dividend of 10¢ per year, the annual compounded 
rate of return for the two year period is calculated 

as follows: 


return Jaevear tlw (2520+ «bO)ioan 55% 
2 

return in year +4250 (Sa3etec 10 aye 70% 
} 


Using wealth relatives, the geometric mean is calculated as 
Geometric Mean = 21-55 Se OM 24.656 
The annual compounded rate of return is therefore 21.6% 


for the two year period. 


Arithmetic mean return for the 13 companies. 


Weighted average: 
Each company's weight is calculated in proportion to 
the issued and outstanding shares to calculate rates 


of return. The weights used: 
Company Weight 
Canada Packers Ltd. L227 
Burns Foods Ltd. 54 
Becker Milk Ltd. 254 
Silverwood Industries Ltd. a 
Dominion Dairies Ltd. BLO 
Dominion Stores Ltd. 16.8 
Steinberg's Ltd. S. 0 
M. Loeb Ltd. 5 ne 
Oshawa Group Ltd. 1M ee) 
Loblaw Companies Ltd. Gao 
Maple Leaf Mills Ltd. 32 
General Bakeries Ltd. BES 
George Weston Ltd. eae i 
Total 100.0% 


Geometric Mean Return adjusted for dividends. Dividends 
calculated as arithmetic average for year + and year +-l, 
where + = 1969, 1970 etc. 
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SECTION V: CONCLUSION ON PART TWO FINDINGS 


The general conclusion of this study is that there 


is no evidence to suggest food company profiteering 
during calendar 1973. This conclusion is based upon 
the following findings: 


Lee 


Profit margins for the 13 companies improved 
slightly from 1972 but remained below 1967 figures. 
Return on net worth was up substantially from 1972 
but was only modestly higher than in 1967. 


Proce Margan Return on Net Worth 
1967 5 9% nee ys 
1972 Lee St} 
1973 A aa LBs 


Inflation affects companies in the same way it 
affects individuals. Purchasing power declines. 
To continue to replace outworn facilities and 
expand operations during an inflationary period 
requires higher rates of return. 


The compound rate of inflation for gross fixed 
capital formation was 4.7 percent per annum from 
1967 to 1973, “or 31-7 percent” over “the périod 
(compared to a 30.3 percent increase in the 
Consumer Price Index). In comparison, return on 
net worth was 6.7 percent higher for 1973 than 
for 1967. This increase in return should not be 
considered excessive given the fact that cost of 
capital expenditures rose 31.7 percent over the 
same period. 


Using the definition developed in Section III, 
profiteering is indicated in a company which 
simultaneously has the following three charac- 
teristics: sales increasing faster than industry price 
increases, profits increasing faster than sales 

and a higher return on net worth which cannot be 
justified by expansion plans or the need to make up 

for poor past performance. 


Among the 13 companies surveyed, five had sales 
increases higher than industry price increases - 
Canada Safeway Ltd., M. Loeb Ltd., Maple Leaf Mills 
Ltd.,. J.M. Schneider Ltd. and Dominion Stores Ltd. 
Canada Packers Ltd. is not included as its sales 
increases for food product lines were lower than 
for non-food items and also lower than general 

food price increases. 
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Among the five companies with sales rising faster 
than industry prices, only two - M. Loeb Ltd. and 
Dominion Stores Ltd. - also increased profits more 
than sales. But M. Loeb Ltd. profit margins and 
the return on net worth remain well below historic 
highs and at a low level in absolute terms. In 
addition, less than 32 percent of the 1973 profit 
increase was derived from sales increases. Dominion 
Stores Ltd. return on net worth for 1973 remained 
lower than the 1967 level and only 44 percent of 
profit increases were due to sales. 


The performance of food company common stock 
demonstrates that investors do not believe food 
companies are capable of sustaining higher profits. 
Food company stocks have been consistently outper- 
formed by the Toronto Stock Exchange Index. In 
recent months equity markets have not responded 
favourably for any major industry but this perfor- 
mance does not change the fact that during the 
Study period fromviIo) wo 1973, £ood company 
common shares have performed poorly compared to 
other industries. 


No Incentive to Fight Inflation: It is evident 
from the analysis that food companies have little 
difficulty passing on rising costs in the form of 
higher prices. A marketing system which makes this 
possible may have some desirable qualities from 

the corporate financial point of view but it does 
not provide much incentive to companies to hold the 
line on costs. 


The standard percentage mark-up still common in 
most industries serves to magnify the impact of 
higher costs and prices and to increase profits 
without necessarily providing more or better 
products and services and is therefore also a 
GonerLbuting factor fo int lation. 


It 1s not within the scope of this study - nor do 
we have the necessary information - to make 
recommendations on food product mark-ups. Nonethe- 
less, the industry, in concert if possible, should 
undertake its own review of the percentage mark-up 
system. The two objectives of such a review would 
be to assess the price impact of the percentage 
mark-up and to determine whether or not it could 

be revised, perhaps using a sliding scale mark-up. 
Such a mark-up would decline in percentage terms 

as costs increased, thereby tending to moderate the 
inflationary impact of the mark-up, while still 
returning a somewhat higher profit to the company in 
absolute terms as a hedge against inflation anda 
source of needed funds. 
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Dividend pay outs declined: The percentage of net 
profits after tax paid out in dividends to share- 
holders declined in 1973 compared to 1967. In- 
creased profits thus far have been largely retained 
for use as working capital or for capital expansion. 
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SECTION VI: INDIVIDUAL COMPANY REPORTS 





CANADA PACKERS LIMITED 


Sales were up 31.8 percent in the fiscal year 
ended March, 1974 while profits rose 35.0 percent. 
Profit margins were constant at 1.2 percent and the 
return on net worth rose moderately from 10.0 percent 


fo 11.9 percent. 


The increase in sales was approximately the same 
as the general increase in price levels for the 
industry as a whole, suggesting that roughly the same 
volume was sold at the higher average industry selling 
prices, with expenses increasing nearly as quickly as 


sales. 


Almost 71 percent of the profit increase was 
attributable to general industry price increases. 
21.5 percent of the higher profits was due toa 
decrease in interest and depreciation expenses as a 
percentage of sales. Interest and depreciation 
expenses, however, are based upon original costs and 
during an inflationary period the considerably higher 


replacement costs are not reflected in these figures. 
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CANADA PACKERS LIMITED 


FINANCIAL SUMMARY 


Mar. 

Fiscal Year Ends: 1968 
Sales S 3769,485 
Less: Cost of Sales 706,146 
Operating Expenses 43,184 
Depreciation 57007 

Interest (long-term) 

Net Profit Before Tax 14,768 
Less: Income Taxes 1 fase 
Minority Interest (209) 
Profit Before Extraordinory Items 7,345 
Add: Extraordinary Items Los 
Net Profit S 8,068 


a i 


SALES ANALYSIS 


Mar. 
1973 
(S'000) 


Su ASD 5 Oko 
L525 155 
67,768 
8,460 
1,400 
We bo hems 

Lt, S63 

oo 

13,264 

83:3 


$ 14,097 


Mar. 
1974 


w1,497.,070 
1;3/73,576 
PS, OET 
8,604 

2 998 

a2, 05/ 
14,603 

348 

175206 
Loo 


S Io 05 


Increase in sales of $361,552,000 from Mar./73 to Mar./74 (31.8%) 


attributed.to: 


Implied Price Increase * 29.0% 
Internal Growth 2. 8% 
Total 31.8% 





* Industry Selling Price. Slaughtering and Meat 


Packing 
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CANADA PACKERS LIMITED 


PROFIT ANALYSIS 


RATIOS 

Net Profit/Sales 

Return on Net Worth 

Return on Invested Capital 
TREND 


Fiscal Year Ends: 


Growth Rate (Net Profit) * 


* Annual Compound Growth Rate 


1968 1973 1974 
1.0% 142% 1.2% 
Tet 10.0 11.9 

15.4 19.0 ye 

1968-1973 1973-1974 

12.5% 35 . 0% 


Tnereace in Profits of $4,642,000 from Mar. //3 to Maxr./74 (35.0%) 


attributed to: 


Increase in Sales 

Decrease in Interest & 
Depreciation Ratio 

Decrease in Effective Tax 
Rate 

Increase in Expense Ratio 

Increase in Minority Int. 


Total 


ARI 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


Capital Expenditures 
Cash Flow 
Dividends 


Dollar % Of Net 
Increase Increase 
($'0O0OO) 
$4,328 70.4% 
PTS ie Ze 
498 Bie 
(1,488) 
( 18) 
$4,642 L00:. 0% 
1968 1973 1974 
(S'000) 
5: 6,068 Sioa oe SS Pa 
is 4265 22 poe 29; 7638 
3, 000 3,960 4,800 
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BURNS FOODS LIMITED 


Sales and profits for Burns Foods Limited rose 
in tandem during 1973 at 25 percent each. Sales 
increased less rapidly than average industry selling 
prices over the year and the growth rate in profits 
was less than the average for the company over the 


previous six years. 


The increase in profits was largely attributable 
to the increase in sales, which in turn was the result 
of generally higher industry prices rather than an 


increased volume of goods sold. 











io . cap 


eh 
i> pin 
a is 


| = va i 
an f 
r ‘Ni ey f 
a Ni LP Wis . 
; he Hi ; ; 
k va + 
yl : ire uke f 
’ ety a 2, 
na ; My tier | 
K WH ite '® Hh bu ah ; A ) ; 
ay er ¥ | 
ib hi Hen Mia! ia 
+ i t : Sat ay i 
a a, | a) 
‘@, ira 
a ia 
f i vn 4 fy 
hve: Pe a | 
a i 





Fiscal year Dec. 

end: LOOT 
Sales S 224,482 
Less: Cost of Sales BLO pe 2 
Operating Expenses Op be 
Depreciation 1,882 
Interest 274 
Net Profit Before Taxes AOI, 
Less: Income Taxes 2D 
Net Profit Before Minority Interest 802 

Less: Minority Interest - 
Net Profit Before Extraordinary Items 802 
Add: Extraordinary Items 106 
Net Profit for the Year S 908 


Increase in sales of $109,919,000 from Dec./72 to Dec./73 


L493. is 


BURNS FOODS LIMITED 


FINANCIAL SUMMARY 


amie 


SALES ANALYSIS 


Of 25.4%) is@aterabutedad to: 


(] Befindustrys Setlang Prices. 
Average for 1972 and 1973. 


(1) 


Implied Price Increases 


Expansion and Internal Growth 


Total 


Source: 





Bo 20% 
(Jenkin) 


25.4% 








Slaughtering and Meat Packing. 
Canadian Statistical Review. 


(an increase 
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BURNS FOODS LIMITED 


PROFIT ANALYSIS 











A. RATIOS 1967 1972 1973 
Net Profit/Sales Mees ,oa% . 83% 
Return on Net Worth 3 aU 9.9 10.6 
Return on Invested Capital 4.5 17.5 LBe7 
Be TREND 
Fiscal Year Ends 1967-1972 ** 1972-1973 
Growth Rate (Net Profit) * 35% 2595 


C. Increase in Profit before Extraordinary Items of $912,000 from 


Doe 7/2 to Dec./73 attributed tc: 


Dollar % of Net 
Increase Increase 
($'000) 
Increase in Sales $928 B50 9 
Decrease in Operating 
Expense Ratio jee 6.6 
Decrease in effective Tax 
Rate 86 arte, 
Increase in Interest and 
Depreciation Ratio (174) = 
Total 912 100.0% 


LV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1967 1972 
Capital Expenditures $2,423 $10,740 
Cash Flow alse. S257 
Dividends Paid ~ 935 


* Before Extraordinary Items 
** Annual Compounded Growth Rate 
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Jit. SCHNE LOB ward . 


For the year ending October, 1973, J.M. Schneider 
Ltd. sales increases greatly exceeded the general 
increase in prices across the meat packing industry. 
Industry selling prices advanced 29 percent over the 


year while Schneider's sales increased 52 percent. 


The difference between Schneider's sales increases 
and general industry price increases was due to an 


active expansion program and to internal growth. 


Net profit for 1973 increased 35 percent, con- 
Siderably less than sales. Profit margins continued 
to decline in 1973, as they have since 1967. Return 


on net worth was only marginally higher during 1973. 


Nearly 66 percent of the 1973 profit increase was 
due to an increase in sales which stemmed largely from 
general industry price increases and acquisitions. A 
decrease in depreciation and interest as a percentage 
of sales also served to increase profits by slightly 


more than 21 percent. 
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J.M. SCHNEIDER LIMITED 


FINANCIAL SUMMARY 


Fiscal year Oet. OGE.. Oct. 
ends: 1967 AOS 2 L973 
(S000) 
Sales S Se IG2 SOt.o 46s Sie Lod 
Less: Cost of Sales ) 
Operating Expenses ) See ya Pi 2 Oe L703 823 
Depreciation 16 BB Spe Hires tard | 
Interest iS 191 188 
Net Profit Before Taxes 2,440 Spa eis 4,629 
Less: Income Taxes 1 LO9 LoS 1,322 
Net Profit for the Year S Oo S ZO] S$ 2,708 
fe 8 


SALES ANALYSIS 
Increase in saveshores60, 7265000. tromuocti7 72 sro, Oct. / 73552 . 1%) 
attributed to: 


Implied Price Increases (1) 29.0% 
Internal Growth & Expansion 23.1 


Total 52.1% 





(1) Industry Selling Prices. Slaughtering and Meat Packing. 
Average for 1972 and 1973. Source: Canadian Statistical Review. 
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J.M. SCHNEIDER LIMITED 


PROFIT ANALYSIS 





A. RATIOS 1967 1972 LOTS 
Net Profit/Sales 1.8% Pay A eis 
Return on Net Worth 9.9 Loe LO.9 
Return on Invested Capital 200 17.4 A ee 
B. TREND 
Fiscal Year Ends: 1967-1972* 1973 
Growth Rate (Net Profit) ios pa 74 34.9% 


Cpapincveace:. Cf Profits of S70 LA000. for Oct. /72-8o,0ct.7474. (35%) 
attributed to: 


Dollar % of Net 
Increase Increase 
($'O00) 
Increase in Sales $1,046 65.9% 
Decrease in Depreciation 
& Interest Ratios 334 40d Noe V 
Decrease in effective tax 
rate 207 i320 
Increase in Expense Ratios (886) - 
dkayeretell FOL 100.0% 


* Annual Compounded Growth Rate 


IV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 





Projected 
1967 1972 1973 1974 
($'0O00) 
Capital Expenditures S1,398 $2,950 Soo ho £3,300 
Cash Flow LOOT Sirs eb) 4,779 


Dividends Paid 688 601 iPad: 
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BECKER MILK COMPANY LIMITED 
In the year ended April, 1974, Becker Milk Company 
sales increased by 8.4 percent, well below the 22 percent 
price increase for food and beverage industries or the 
15.2 percent increase in the food component of the 


Consumer Price Index. 


Profits rose by 47 percent. Sales increases con- 
tributed only 15 percent of the added profits. A 
decrease in the expense ratio yielded 84 percent of 
the profit increase, pointing to internal efficiencies 


as the main source of additional profit for the year. 


Profit margins improved from 1.8 percent in 1973 
to 2.4 percent in 1974 and return on net worth rose 


from 15 percent. to 15-6 percent. 
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BECKER MILK 


FINANCIAL S 
Fiscal | Year ‘Ends: 
Sales 
Less: Cost of Sales 
Operating Expenses 
Depreciation 
Interest 
Profit before Taxes 
Less: Income Taxes 
Net Profit 
13h 
SALES ANA 


Increasean. sales of $6,428;/000 for Apry to Apr/74 


attributed to: 


Implied Price Increases* 
Internal Growth & Expansion 


Total 


* Industry Selling Prices. 
Apis 1973 - Apri g74 


COMPANY 


UMMARY 





Pays iged 9) 


LYSIS 








Apr. Apr. 
1973 1974 
($'000) 

576, 085 Soo Le 
55,498 59,409 
Ie 636 Leveson Le 

LeU 2 aS 

174 224 
PLAS 4,066 
eA ae Be 2 OGL 

S CER hor! 2 005 

(8.24%) Es 


Rea 8 
(14.1) 


8.4% 


Food & Beverage Industries. 
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BECKER MILK COMPANY 


PROFIT ANALYSIS 


A. RATIOS : 1968 
Net Profit/Sales 2.0% 
Return on Net Worth a a 
Return on Invested Capital 303) 

ire TREND: 
Fiscal Year Ends: 1968-1973 
Growth Rate (Net Profit) lib % 


£97 3-19 74 


47.0% 


Gye norcace- in Profit of S641,000 trom April, 1973 to April, 1974 


ater iouted’ to: 


Dollar 
increase 
Increase in Sales S15 
Decrease in Expense Ratio 660 
Decrease in Interest & 
Depreciation Ratio ba 


Increase in Effective Tax Rate (146) 


Total S641 


bY 


($'000) 





% of Net 


Increase 


14.6% 
S320 


twee 


100.0% 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1968 
Capital Expenditures ik as Bg 
Cash Flow 1,374 


Dividends 34 


1973 
($'000) 


$2,324 
Page BAe, 
206 
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DOMINION DAIRIES LIMITED 


Dominion Dairies Limited sales did not keep pace 


with price increases for the food and beverage 


enicustry in 1973). 


increased by 31.9 


The two major 
profit were sales 
accounting for 42 


respectively. In 


Sales rose 13.6 percent while profits 


percent for the year. 


factors contributing to increased 
and a decrease in the tax rate, 
and 30 percent of the increased profit 


1972 the company wrote off $150,000 


for goodwill and customer lists, adversely affecting 


the profits for that year. Since this jwas a non- 


recurring item, the profit increases for 1973 were 


overstated. 
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DOMINION DAIRIES LIMITED 


FINANCIAL SUMMARY 





Dec. Dec. Dec. 
Fiscal Year Ends: 1967 1972 1973 
($'000) 

Sales S 57,542 $ 85, 884 S O7 550 
Less: Cost of Sales 41,796 67,298 76,495 
Operating Expenses 11,648 1351293 157065 
Depreciation 1306 17506 Le 

Interest 20 - - 
Add: Other Income C54) 43 227 
Net Profit Before Taxes 2 ha 3r 850 4,677 
Less: Income Tax 1,340 LL Sas 2 Ok 
Net Profit for the Year S L237 S L, 907 S 2,516 


ibaa 
SALES ANALYSIS 
Increase in sales of $11,666,000 from Dec./72 to Dec./73 (an increase 


of 13..6%,) attributed to: 


Implied Price Increases (1) 925% 
Expansion and Internal Growth (594 


Total £3. 67 








(1) Industry Selling Prices: Food and Beverage Industries. August 1972 & 
August 1973. Source: Canadian Statistical Review. 





abe 


i Ai i 
on wae 
ey, Mei 

; "4 ni hs 7 ; 


) SL e 





"a a 
7 vee 


ay tay 









}! ; aE \ cat : i 7 ‘ ; 


q a! 
: my! lh Gr 
ie 


sey od 30% 3040x4908 









fay ; ; 


POT 
ol 


gasexoat 6) es\sa0 me mee ake 
ie 






j 
i i 





é 
7 





EEE SS ee 
hig 


DOMINION DAIRIES LIMITED 


PROFIT ANALYSIS 


1967 1972 1973 

A. RATIOS 

Net Profit/Sales ae Ags eile 2.6% 

Return on Net Worth 13-38 1S be as 

Return on Invested Capital ZAG 21-9 30.4 
B. TREND 

Fiscal Year Ends: 1967-1972 * 1972-1973 

Growth Rate (Net Profit) 9.0% B13 9% 


C. Increase in Profits of $609,000 from December, 1972 to December, 
1973 41S attributed. tos 


Dollar % of Net 
Increase Increase 
($'000) 
Increase in Sales S 260 4A2 52% 
Decrease in Depreciation 
Ratio 84 1346 
Increase in Other Income 86 43°29 
Decrease in Tax Rate 1SZ S03 
Increase in Expense Ratio ( 8) - 
Total 609 100.0% 


* Annual Compounded Growth Rate 


IV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1967 4972 1973 
($'000) 
Capital Expenditures Soe 10 S23e4 $1796 
Cash Flow 2806 3682 4400 


Dividends Paid 386 1064 1208 
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SILVERWOOD INDUSTRIES LIMITED 


Silverwood Industries Limited 1973 sales grew 
by 10 percent, which was less than the general increase 


in sales prices for the food and beverage industry. 


Prorcits rose 72.3 percent from 1972 to 1973. 
Higher sales without proportionate increases in 
operating costs accounted for 69.7 percent of this 
improvement in profits. Sales increases contributed 
only 12.0 percent of increased profits, while a 
decrease in depreciation and interest as a percentage 
of sales contributed 18.3 percent of the profit 


increase. 


Profits from 1968 to 1972 decreased at an annual 
compounded rate of 6.5 percent, making the 1973 
increase of 72.3 percent a much-needed correction in 
profitability. - Including the 1973 figures; the 
compound rate of return from 1968 to 1973 was just 3.3 
percent. Return on net worth climbed from 5.3 to 8.7 
percent in 1973; however, the current level could not 


be considered excessive. 
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SILVERWOOD INDUSTRIES LIMITED 


FINANCIAL SUMMARY 


Biscal Year Mar. Dec. Dec. 
Ends: 1968 1972 1973 
($'000) 
Sales S$ 99,806 5° 372,002 SF Leo 154 
Less: Cost of Sales 68,089 124,239 136,655 
Operating Expenses VAS py elf SS 40,911 43,450 
Depreciation a7eoe 3543-1 J yo20 
Interest 694 pad, A pe OPS 
Add: Other Income 374 - ~ 
Profit Before Taxes Io oy oL0 4,202 
Less: Income Taxes IRs 1,062 2 Obe 
Minority Interest i3 - ~ 
Profit Before Extraordinary Items Loo 7 1,248 24450 
Add: Extraordinary Items 326 ows) 302 
Net Profit for the Year - 27; 023 S i 8 S$ 2,452 
mae 


SALES ANALYSIS 


Increase in sales of $17,152,000 from Dec./72 to Dec./73 (10.0%) 
is attributed to: 


Implied Price Increases (1) 1D. 3% 
Internal Growth and Expansion (9.5) 
Total 10.0% 








(1) Industry Selling Prices. Food and Beverage Industries. 
Average 1972 and 1973. 
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SILVERWOOD INDUSTRIES LIMITED 


PROFIT ANALYSIS 


Mar. Dec. Dec. 
1968 1972 Love 
A. RATIOS 
Net Profit/Sales MBP gh! oT Pel 
Return on Net Worth LOGS 533 Sor 
Return on Invested Capital 1362 8.6 1362 
B. TREND 
Fiscal Year Ends: 1968-1972 ** 1972-1973 
Growth Rate (Net Profit) * (6.5% 72 e508 


C. Increase in Profit Before Extraordinary Items of $902,000 from 
December, 1972 to December, 1973 attributed to: 


Dollar Jo. OL 
Increase Net Increase 
($'000) 
Increase in Sales OR ES, ie 
Decrease in Expense Ratio pve 69 ¥ 
Decrease in Depreciation 
and Interest Ratio 187 Lesa 
Increase in Effective Tax 
Rate (1272) = 
Total 902 100.0% 
* Before Extraordinary Items 


** Annual Compounded Growth Rate 
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SILVERWOOD INDUSTRIES LIMITED 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


($'000) 
1968 1972 TO73 
Capital Expenditures $3276 $3754 spopeen | 
Cash Flow 4696 4789 5618 


Dividends Paid oS 1075 1075 
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DOMINION STORES LIMITED 


Sales were up 18.7 percent in the fiscal year 
ended March, 1974 while profits rose 36.4 percent. 
The increase in sales matched the upswing in industry 
selling prices at 18.2 percent for the period March, 


BOYS EO. March, 1974. 


Of the profit ir cease near], 44 percent was the 
result of sales increases, 40 percent came from a 
decrease in expense ratios and 15 percent from a 


decline in depreciation and interest ratios. 


The return on net worth improved from 10.9 percent 


iA Oo peOulos Onpercent in L974. 
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DOMINION STORES LIMITED 


FINANCIAL SUMMARY 


ee 


Mar. 
Fiscal Year Ends: 1968 
Sales Ss 564 192 
Less: Cost of Sales and ) 554,541 
Operating Expenses ) 
Wages, Salaries & Benefits) 
Municipal Taxes ) 
Plus: Investment Income 3:07 
Profit before Depreciation 29,95 
Less: Depreciation 62159 
Interest - short term 90 
Profit before long term interest he ares Gee 
Less: Long Term Interest 600 
Profit before Taxes 22 D239 
Less: Income taxes 202. 
Net Profit S 10,508 


ints 


SALES ANALYSIS 


Mar. 
1973 





54 weeks 


(S$ Millions) 


sl, 


LO; 022 


a 


412,220 


936,454 


Mar. 
1974 
53 weeks 





By o20, sI2 


ples so 
161,741 
Pi a, 
381 
41,218 
LO; 795 
5 80 
29,843 
eye 
21 ¢oS4 
13, O07 


S$ 13,664 


Increase in sales of $208,500,000 from Mar/73 to Mar/74 (18.7%) 


attributed to: 


implied Price Increase; * 
Internal Growth Expansion 


Total 


* Consumer Price Index - Food Components. 
- March 1974 





March 1973 
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DOMINION STORES LIMITED 


PROFIT ANALYSIS 


1968 1973 
Net’ Prorit/Sales 1 eS 9% 
Return on Net Worth UA 10.9 
Return on Invested Capital 2 Py eS 2G 
Fiscal Year Ends: 1968-1973 
Growth Rate (Net Profit) 19% 


Increase of profits of $3,642,000 from Mar/73 to Mar/74 
attributed to: 


Dollar 

Increase 

(53 000) 
Increase in sales Si ,876 
Decrease in Expense Ratios rd 20 
Decrease in Depreciation 
& Interest Rates 643 
Tncrease on Investment Income 60 
Increase in Effective Tax Rate__ (657) 
Total $3,642 
Ty 


CASH FLOW, CAPITAL EXPENDITURES & DIVIDENDS 


1968 1973 
($'000) 
Capital Expenditures $10,600 S13, 732 
Cash Flow L773 00 20,268 


Dividends Paid eto g is: oe 


1974 
Li O76 


L3Go 
Pe IES 


1974 


306090 


(36.4%) 


% of Net 
Increase 


43.64% 
40.00 


14.96 
1.40 


100.00% 


1974 


$24,411 
25,543 
5,984 
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LOBLAW COMPANIES LTD. 


Sales were up 8.1 percent for the 39 weeks ended 
December, 1973 combined with the 12 week interim 
results for the first part of 1974 ending in March, 
1974. Year ends are being adjusted to coincide with 


the calendar year. 


Loblaws sustained a substantial loss over the 51 
week period making a profit analysis superfluous. 
Sales rose less than the industry's general price 
increases of 18.2 percent. The growth rate for the 


51 week period was -27.2 percent. 
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FINANCIAL SUMMARY 


43 weeks 52 weeks 39 weeks (1) eh weeks (2) 
Fiscal Year Ends: June March Dec. March 
126) 1973 1973 se 
($'000) 
Sales $2,309,203 S27,560,253 $2,096,092 eae fi gree ee 
Less: Cost of Sales & 
operating exps. 2B 55700) eae wae ZI S Uo 
Depreciation 24,209 24,973 18,995 
interest long- 
term 4,470 8, 157 6/871 
Other interest 3,683 2 eee 4,876 
Add: Investment Income Pn a he | 1,062 L, 092 
Profit before Taxes 35, Oo (165524) (26,649) 
Less: Income taxes 15,154 ( 9,004) ( 4,800) 
Profit before Minority 19,659 
Interest { 9,520) (21,849) 
Less: Minority Interest 10,005 ( 27982) (SS 5172) 
Profit before extra- ? 
ordinary items 9,854 (67539) (13,676) (14,862) 
Less: Extraordinary items 4,829 [Oo 225) a: 807 
Net Profit $ 14,683 $ (14,764) S (13,033) $ (14,055) 
a Ee 


SALES ANALYSIS 


Increase in sales of $206,936,000 from Mar/73 to Mar/74 (8.1%) 
attributed to: 


Implied Price Increase ‘?? 18.2% 
Internal Growth tTO.1 
Total 8.1% 


(1) New Fiscal year end. 

(2) Derived by combining 39 week annual report and i2 week interim 
report for period ended March, 1974. 

(3) Consumer Price Index - Food Component, March 1973 - March, 1974. 
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A. RATIOS 1967 
Net Profit/Sales ‘- ,A 1% 
Return on Net Worth Oe 

B. TREND 
Fiscal Year Ends; 196 1 =19 73) 
Growth Rate (Net Profit)* (16.555) 


* Before extraordinary items 


Loo 1974 


(27 2) 
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CANADA SAFEWAY LIMITED 


Sales increased\iby @iwpencentypmesl973 for 
Canada Safeway Limited. Profits rose only 9.2 percent, 
less than the annual compound growth rate in the 


previous six vears. 


Due to an expansi~ 1 in the number of sales outlets, 
sales rose faster than price increases which averaged 


ta6 percent forpehe dindustry in 1973. 


Of the profit increase, 88 percent was the result 
of sales increases. The remaining 12 percent was 
attributable to a decrease in depreciation and interest 


as a percentage of sales. 


Both profit margins and the return on net worth 
declined during 1973 from the year before and were 


substantially lower than 1967 results. 
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CANADA SAFEWAY LIMITED 


FINANCIAL SUMMARY 


Fiscal Year Dec. Dec. Dec. 
Ends: 1967 1972 1973 
($'000) 
Sales S* 482 7707 oi ,009; 148 Slee, oo 
Less: Cost of Sales & Operating 

Expenses 25 37519 95'6;,.320 rel, 723 
Depreciation Dy 12,043 ite Perales: 
Interest (short-term) ‘5 75 141 
Interest (long-term) 36 L, Wk 1,745 
Add: Other Income E00 1,441 1,088 
Net Profit Before Taxes 25,079 40,410 44,692 
Less: Income Taxes E24810 nibs pan Bee 21,466 
Net Profit Before Minority Interest 127 262 AN eH BP] 23,220 
Less: Minority Interest “ fi 10 
Net Profit for the Year S 12),269 $ 2457265 S 222 Lo 


Lt 


SALES ANALYSIS 


Increase an. sales of $211,783, 000 tram pec.7 72 to bec.773. (21.07) 


attributed to: 


Implied Price Increases (1) 14.6% 
Internal Growth & Expansion 6 Ji4 
Total 21.08 





(1) Food Component of Consumer Price Index - Aug./72 and Aug./73 
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CANADA SAFEWAY LIMITED 


PROFIT ANALYSIS 


1967 1972 2973 
Net Profit/Sales 25% 2S 1.9% 
Return on Net Worth a gets YD ee 3 10.6 
Return on Invested Capital 255.3 PAN ja Way 
Fiscal Year Ends: 1967-1972* 1972-1973 
Growth Rate (Net Profit) td. 6% G22 


Incredaee® IMWEPYOrLt (Of) S195 D9000! Pron” Dec 7/72) to Deer 72" (9.2%) 
attributed to: 


Dollar % of Net 
Increase Increase 
($'OOO) 

Increase in Sales $4461 88.0% 

Decrease in Interest & 

Depreciation Ratio 610 i250 

Increase in Expense Ratio (2478) 

Decrease in Other Income ( 339) 

Increase in Tax Rate (300) 

Increase in Minority Int. ( 3) 

Total RS jo il 100.0% 


LV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


LOG7 Loe 
($'000) 
Capital Expenditures S207 ble $33,247 
Cash Flow 17,604 34,322 
Dividends Paid 387 295 


Annual Compounded Growth Rate 
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M. LOBB LIMITED 


For the year ended January, 1974 company sales 
increased 48 percent while net profits increased 147.8 
percent. The major portion of improved sales and 


profits resulted from acquisitions. 


Net profits had a spectacular growth of 147.8 
percent. About 31 percent of this increase was 
attributable to an increase in sales. A decrease in 
the expense ratio, achieved through acquisitions on 
the one hand and sale of part of the company's 
operations on the other, contributed the balance of 


profiiti gains. 


Profit margins improved from .2 percent to .3 


percent during the year. 
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M’. LOBB <LUMETED 


FINANCIAL SUMMARY 





Jan. Jan. 
1968 ANS yee 1974 
($000) 

Sales Ss *251,59) S 546,467 Sls 
Less: Cost of Goods Sold } Roe Oo 490,115 7 
Operating Expenses ) Loy say 50,747 
Depreciation 727 Li, O18 
Interest (short-term) 300 946 
Interest (long-term) Bigs) 469 

Add: Interest Earned 302 176 
Net Profit Before Taxes 5. (005 2,749 
Less: Income Taxes Capes i 1425 

Minority Interest S) 8 7S 
Net Profit Before Extraordinary 
Items 2,448 95). 
Add: Extraordinary Items “ei 451 
Net Profit $ 2,448 $ 1,402 
iD 


SALES ANALYSIS 


Increase in sales of $264,390,000 from Jan./73 to Jan./74 (48.4%) 
attributed to; 


Implied Price Increases (1) 17 . 0% 
Internal Growth & Expansion cele ys 
Total 48.5% 


(1) Food Component of Consumer Price Index, Dec./72 to Dec./73 
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M. LOEB LIMITED 


PROFIT ANALYSIS 


RATIOS 1968 1973 1974 
Net Profit/Sales - 97% Bee ly e/4 ~29% 
Return on Net Worth 17.99 Peed 10.80 
Return on Invested Capital 27283 24.23 Seale 
TREND 
Fiscal Year Ends: 1968-1973* 1973-1974 
Growth Rate (Net Prvufit)* PB Oe A 147.8% 


iIncreaseuinnProfits . of (81,406, 0O0O0mEromirdang/ 73"toldan.774 (147.8%) 


attributed to: 


Dollar % of Net 
Increase Increase 
($'000) 
Increase in Sales SU oa2 MME 
Decrease in Expense Ratios Bae er 66.7 
Decrease in Effective Tax 
Rate 42 Pd B 
Increase in Interest & (267) 
Depreciation Ratios 
Decrease in Misc. Income ( 83) 
Increase in Minority Int. (299) 
Total $1,406 100.0% 
LV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1968 1973 
($'000) 
Capital Expenditures SL) ae Sl, 525 
Cash Flow 3,274 2,978 
Dividends Paid 736 658 


Annual Compound Growth Rate 
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THE OSHAWA GROUP LIMITED 


The Oshawa Group sales were up 16.2 percent in the 
fiscal year ended January 1974: profits rose 11.3 


percent. 


Sales increased less rapidly than the food 
component of the Consumer Price Index between December 


1972 and December 1973. 


One third of the increase in profits was due to 
sales increases. Changes in accounting practices in 
1973 and revised depreciation rates had a significant 
impact on profit figures, making comparison with the 


financial results of the previous year difficult. 


Profit margins and return on net worth remained 


unchanged from the previous year. 
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THE OSHAWA GROUP LIMITED 


Lond 
t 


FINANCIAL SUMMARY 


Fiscal Year Ends: 


Sales 
Less: Cost of Sales and 
Operating Expenses 
Depreciation 
Interest 
Add: Interest & Other Income 


Profit Before Taxes 
Less: Income Taxes 
Minority Interest 
Profit before Extraordinary 
Items 
Extraordinary Items (Loss) 


Net Profit 


Il 


(1) 


Jan. 
1968 


$237,441 
225,462 
29.003 
891 
S202 
4,025 

45 


4,222 
538 


S__4,760 


SALES ANALYSIS 


Increase in sales of $97,198,000 from Jan/73 


Of 16.22%) as attributed te; 


Implied Price Increases (2) 


Expansion & Internal Growth 


Tota! 


(1) Restated slightly to conform to 1974 accounting changes. 


Jan. 
197 
($' 000) 


$600,385 


577,247 
7,394 
Oaiss 
O39 

12,208 
5,437 


O02. 
2, 884 


StS 9705 


17.0% 
<a) 


LOw2% 





Jan. 
1974 


7097,583 


674,082 
2497/3 
spats 
2,995 

14,616 
7,026 


7,590 
( 38) 


Lepoe 


to Jan/74 (an increase 


(2) Food Components of Consumer Price Index, December 1972 to 


December 1973. 
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THE OSHAWA GROUP LIMITED 


PROFIT ANALYSIS 


A. RATIOS : 1968 1973 
Net Profit/Sales ft al Ve ia eA 
Return on Net Worth 16.6 ew. 
Return on Invested Capital AS 14.7 
Bs TREND: 
Fiscal Year Ends: 1967-1972 
Growth Rate (Net Profit) LO0U07% 


1974 


The 
LOLS 
a te eee 


A oP head Ne 


Lise 


C. Increase in Profits before Extraordinary Items of $769,000 from 


gan/73 tO vJan/74 attribputea to; 


Dollar 
Increase 
($'000) 
Increase in Sales Sf, lU3 
Decrease in Depreciation & 
Interest Ratio Pe eS, 
Increase in Other Income 54 


Increase in cost of sale of 
securities and operating 

expense ratio (1,883) 
Increase in Effective Tax Rate (_ 544) 


Tea 1. 769 
* Restated to conform with 1974 accounting changes. 


Lv 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1968 L373 
($'000) 
Capital Expenditures $7,514 S12 es 
Cash Flow res a 14,392 


Dividends 690 ae et a8 


% of Net 
Increase 


34.5% 


63.8 
att 


100.0% 


1974 


516,50 
Bhs ges a 
2,394 
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MAPLE LEAF MILLS LIMITED 


In the year ended December, 1973 Maple Leaf 
Mills Limited experienced a sales increase of 33.9 
percent; profits increased 49.5 percent over the same 
period. The profit margin rose from 1.6 percent to 
2.9 percent over the year and the return on net worth 


nearly doubled from 6.5 to 12.4 percent. 


The rapid increase in profits as compared to 
sales was largely due to a decrease in expense ratios; 
in other words, the same plant and labour were used to 
handle a substantially higher dollar sales. Over 56 
percent of the profit increase resulted from greater 
efficiencies. Nearly 22 percent of profit increases 
was attributable to the volume increase in sales while 
more than 15 percent resulted from a decrease in 


depreciation and expense ratios. 


Return on net worth nearly doubled during 1973 
but the average for the period 1968 - 1973 remained 


at a relatively low level. 
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MAPLE LEAF MILLS LIMITED 


FINANCIAL SUMMARY 


Fiscal Mar. Dec. Dec. 
Year Ends: 1968 1972 1973 
($'000) 
on) 
Sales Ss) 136,614 one, G07 S (266,127 
Less: Cost of Sales & Operating) 
expenses ) 126,889 168,635 2eoe hie 
Selling & Administration ) 
expenses ) 19,272 B27 ke 
Depreciation 2,411 Seo 3, 779 
Interest (short term) L354 1, 886 2,465 
: (long term) 707 982 O27 
Minority Interest _ 94 482 
Add: Other income 306 1,954 a RoOLe 
Profit before taxes Suu S, 6, 100 14,609 
Less: Income Taxes 27 £0 25950 6,750 
Profit Before Extraordinary Items 2,849 Ee Oa) | 7,859 
Add: Extraordinary Items - 627 Sle 
Net Profit for the Year S 2,849 S 3 Gad S 16,931 


(1) See restatement of sales, and net profit for 1968 in Part I, 
Volume II, Appendix 14-B 
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MAPLE LEAF MILLS LIMITED 


SALES ANALYSIS 


Increase in Sales of $67,326,000 (33.9%) from Dec./72 to Dec./73 
attributed to: 


Price Increases (1) 24.2% 
Internal Growth & Expansion Di 
Totat BC Te 








(1) Industry Selling Price Indices. Flour Mills and Bakeries 
1972 and 1973. 
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MAPLE LEAF MILLS LIMITED 


PROFIT ANALYSIS 


A. RATIOS Mar. Dec. Dec. 
1968 1972 1973 
Net Profit/Sales Des 16% 2.9% 
Return on Net Worth af sel 6.5 124 
Return on Invested Capital ay Ie LOE dL 18.4 
B. TREND 
Fiscal Year End 1967-1972* 1972-1973 
Growth Rate (Net Profit) ** L.2% A9°05% 


C. Increase in Profit before Extraordinary Items of $4,709,000 from 
Dec./72. to Dec./73; attributed, to: 


Dollar % Of Net 
Increase Increase 
($'000) 
Increase in Sales $1,064 21.8% 
Decrease in Expense Ratios 21, 150 BO we 
Decrease in Depreciation & 

& Interest Ratio 763 15.6 
Increase in Other Income th - 
Decrease in effective tax rate B15 6.4 
Tnerease in Minority Interest 

Ratio (184 ) eer 
Total $4,709 LOOCO;... 


* Annual Compounded Growth Rate 
** Before Extraordinary Items 
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CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


Mar. Dec. Dec. 
1968 1972 1973 
($'000) 
Capital Expenditures $5,268 527949 S$ 3,688 
Cash Flow 5, 506 6,392 #2055 


Dividends 1,415 1 PS BW es 1,598 
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GEORGE WESTON LIMITED 


George Weston Limited sales increased 21 percent 
from 1972 to 1973 while profits rose 86.4 percent. 
Of the profit increase, nearly 75 percent was due to 
a decrease in the expense ratio; a higher volume of 
sales was obtained without a proportionate increase in 
operating expenses. Sales increases accounted for 


21 percent of the profit increase. 


Profit margins and return on net worth increased 
significantly in 1973 as a result of increased 
efficiencies and in anticipation of a sharp upswing 


in replacement costs. 
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GEORGE WESTON LIMITED 


FINANCIAL SUMMARY 


Fiscal Year Ends: 


Sales 
Add: Dividends from Loblaw Co. Ltd ) 
Other Interest Income ) 
Less: Cost of Sales & Operating Exp) 


Depreciation 
Interest (short-term) 
" (long-term) 
Profit Before Taxes 
Less: Income Taxes 
Profit Before Minority Interest 
Less: Minority Interest 
Profit Before Extraordinary Items 
Less: Extraordinary Items 


Net Profit for the Year 


ye 


bec. 
1967 


OLS 7026 


868,520 
14,463 
2,850 
4,736 
28,477 
12,418 
Le poss 
3,046 
125,263 


6,789 


$ i aye 


SALES ANALYSIS 


Slip toly ese 
2,274 

A bey fe ae 
1,077,481 
187965 
3,562 
eters i 
34,622 
13,664 
20,996 

2 oe 
Ogio? 


11,340 


S$ ZOOL? 


Dec. 
1973 


ei, /7,3060 
p00 
“wb df Be) 

t5270,09> 
19, 861 
6,579 
9,202 
69,156 
31,066 
38,090 
3,461 
34,629 


$ 34,629 


Increase in Sales of $240,128,000 from Dec./72 to Dec./73 (21.1%) 


attributed, to. 


Implied Price Increases 


Internal Growth and Expansion 


Total 


(1) Industry Selling Price Indices. 
1972 and 19/23ecurce: 


(1) 


Flour Mills and Bakeries. 
Canadian Statistical Review. 
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GEORGE WESTON LIMITED 


PROFIT ANALYSIS 


RATIOS 1967 1972 197s 
Net Profit/Sales ae 6% 2 5% 
Return on Net Worth 8.6 Diez 16a) 
Return on Invested Capital 132.3 LWA ADE (GS Paar 

TREND 
Fiscal Year Ends: 1967-1972 ** 1972-1973 
Growth Rate (Net Profit)* 7.4% 86.4% 


¢ 


inereasellin Profrt*sor,s!6, 052,000 from Dec./72 ‘to Decs//34 Ge6.2%) 
attributed to: 


Dollar % of Net 
Increase Increase 
($'000) 
Increase in Sales S$ 4,423 2 RO. 
Decrease in Expense Ratio Up ag si) 74.8 
Increase in Other Income 893 Ala 
Increase in Depreciation & 
Interest Ratio (OY 
Increase in Tax Rate (Sede 


Increase in Minority Interest _ (1,080) 


Total 5167052 100.0% 


~ Before Extraordinary Items 
** Annual Compounded Growth Rate 


IV 


CASH FLOW, CAPITAL EXPENDITURES AND DIVIDENDS 


1967 1972 1973 
($'000) 
Capital Expenditures C2 hs U0} $48,525 
Cash Flow Pie oe. 65,996 


Dividends S945 105.609 12,047 
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